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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in USS$million(unless otherwise specified) 
FY = July 1 - June 30 FY78 FY79 FY80 Percentage 


Change! 

Exchange Rate: US$1.00 = A$ 0.869 0.905 0.864 FY79 - FY80 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at current prices 136,094 113,381 131,756 + 
GDP at constant FY 1974-75 prices 98,797 76,373 80,574 + 
Per capita GDP, current prices $ 9,551 7,861 9,075 + 
Plant & Equipment Investment 5,076 5,383 5,308 - 5 
Household disposable income 96,275 80,590 91,971 +10. 

(current prices) : 
Industrial production index 63-64=100 162 173 177 
Weekly wage rate index 54=100(adult males)541.9 587.8 627.3 
Average weekly earnings (males) $ 231.42 176.77 205.07 
Labor Force ('000) 6,384.2 6,446.9 6,638.8 
Unemployment rate (%) 6.1 6.0 6.1 
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MONEY AND PRICES 
Money Supply (M3) 59,163 49 ,182 57,316 
Interest Rates 
Savings Bank Deposit Rate 3572 3.49 3099 0. 
Commercial Bank Overdraft Rate 10.50 10.50 10.50 0. 
Consumer Price Index FY67=100 247.6 269.4 298.4 +10. 
Wholesale Price Index FY69=1002 221.6 25253 289.2 +13. 
Retail Sales Current Prices 35,506 29,120 33,676 +Fi. 


BALANCE OF PAYMENTS AND TRADE 
Gold + Foreign Exchange Reserves 4,421 3,928 6,334 +56. 
Balance of Payments (net monetary 
movements) -817 -139 —342 -138. 
Trade Balance 1,663 551 3,086 +442. 
Exports, FOB 18,497 15,968 21,858 +32. 
U.S. Share 1,456 1,998 2,380 +15. 
U.S. Share 7.9 12.5 10.9 - 
Imports, FOB 16 , 834 15,417 18,772 $17.2 
U.S. Share 2,621 3,617 4,139 = 
U.S. Share 13.2 23.9 22.0 ~ 


PRINCIPAL US EXPORTS TO AUSTRALIA: Machinery specialized for particular industries 
($442); general industrial machinery and equipment n.e.s. and machine parts n.e.s. 
($352); miscellaneous manufactured articles (n.e.s) ($250); office machinery and 
automatic data processing equip ($299); road vehicles incl air-cushion vehicles ($273). 
PRINCIPAL US IMPORTS FROM AUSTRALIA: Meat and meat preparations ($879); metal- 
liferrous ores and metal scrap ($703); non-ferrous metals ($145); other transport 
equipment ($82); fish preparations, mollusks and crustaceans ($83). 


Sources: Australian Government Publications and Australian Bureau of Statistics. 


lpercent changes calculated in Australian dollars. 
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SUMMARY 


Although Australia is entering the 1980's on a wave of optimism in 
anticipation of a resources boom, gross domestic product grew by a 
rather modest 2.2 percent in real terms in FY 1979-80. Private consump- 
tion remained roughly at the same rather low level recorded over the 
past three years, and the phasing down of an investment allowance last 
year resulted in a drop in private capital expenditure. The Consumer 
Price Index recorded an inflation rate of over ten percent during the 
year,and it is expected to remain at about that level through the 
present financial year which ends June 30, 1981. Although a shortage 
of skilled workers is developing, prospects for any significant inroads 
into Australia's relatively high unemployment rate seem dim. Drought 
conditions have reduced the prospects for this year's grain harvest, 
but the minerals sector remains buoyant. Strong export growth led to 

a favorable trade balance which considerably reduced Australia's current 
account deficit. Stronger import demand during the coming year will 
reduce the trade balance, but this may be partly offset by larger 
private capital inflow. Australia's resources are expected to provide 
the basis for an investment boom over the coming decade. The nation's 
resource potential provides attractive prospects for U.S. investors, 
and planned development projects open many new opportunities for direct 
sale of U.S. goods and services to Australia. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Modest Economic Growth 


Australia is moving into the 1980's on a wave of economic optimism. 

The nation's energy and mineral resources are largely responsible for 
this bullish. attitude toward the decade, and there seems great 
opportunity for investment in Australia's resources, both for 
development of the resource-trade and for development of resource-based 
industrial expansion. However, based on figures released for the 1979- 
80 (July 1-June 30) financial year, it is apparent that the expected 
economic upturn has not yet begun. The 1979-80 figures do not 
demonstrate an underlying trend toward economic expansion, but, on the 
other hand, they do seem.to indicate that the Australian economy is 
now well placed to benefit from the predicted investment growth when 
and if it materializes. 


Overall economic activity in 1979-80 was quite modest in comparison to 
the projections, expectations and assumptions being made about 
Australia's economic development in the 1980's. Gross domestic 
product at constant (1974-75) prices rose by 2.2 percent in 1979-80. 
This growth in real GDP compares with a growth of 3.9 percent in 1978- 
79 and 0.3 percent in 1977-78 according to revised figures. Real 
gross non-farm product rose by 3.1 percent in 1979-80. Farm product 
declined somewhat from the peak recorded the previous year. Following 





a substantial rise of 34.7 percent in 1978-79, real gross farm product fell 
by 9.0 percent in the past financial year. This outcome for 1979-80 served 
to point up that despite the favorable long-term outlook, Australia's short 
run prospects are somewhat more questionable. 


Consumption 


Private final consumption, which accounts for roughly 60 percent of gross 
domestic product, rose by 12 percent in current prices and by 2.3 percent at 
constant prices. This is much the same growth rate as experienced over the 
past three years. However, perhaps reflecting removal of an income tax sur- 
charge in December 1979, growth of consumption expenditure rose in the second 
half of the year to 2.9 percent. 


The current value of retail sales increased by 11.4 percent in 1979-80. This 
is about the same rate as that recorded in the year to June 1979, but due to a 
higher rate of inflation, real growth in 1979-80 would have been less than 

the previous year. 


Household disposable income increased marginally in real terms at 0.8 percent. 
The saving ratio in 1979-80 moved downward from the high level of the previous 
year to about 13 percent. Nevertheless, this ratio is still above historic 
levels, and there appears considerable scope for consumption to grow more 
strongly than real disposable income. 


Private Investment 


Private gross fixed capital expenditure fell by 5.2 percent in 1979-80. Non- 
residential building and construction and private investment in plant and 
equipment both declined in the first half of the year. Non-residential 
building and construction showed a sharp upturn in the second half of the 
financial period, but investment in plant and equipment continued to decline. 
The completion of the phasing down of the investment allowance from 40 percent 
to 20 percent undoubtedly had a major influence on the decline in private 
investment. Delays from industrial disputes, shortages of skilled labor, 

and perhaps temporary deferment of some investment pending greater clarification 
of the international business outlook may also have contributed toward a 
lowering of the 1979-80 investment figure. Private investment in dwellings in 
constant prices increased by 10.5 percent last year, compared with 1.2 percent 
for 1978-79. 


Money and Prices 


Australia's Consumer Price Index at the end of June 198Q was 10.8 percent higher 
than at the same time in 1979. This compares with a rise of 8-8 percent in 

the CPI the previous year. Higher food costs over the year and increased 
petroleum prices perhaps put the greatest pressure on the CPI, but the rise in 
prices was rather broad-based. 





The broadly defined volume of money growth (M3) at about 13 percent for 
1979-80 was clearly above the Government's projected 10 percent for the 
year set at budget time in 1979. An exceptionally strong export performance 
and a small private capital inflow made a positive contribution to monetary 
growth. Another reason for the upturn in M3 was the faster expansion in 
trading bank advances. These advances rose by 16.7 percent in 1977-78 
compared with 11.3 percent during the previous year. 


For the present (1980-81) financial year, the Australian treasurer has pro- 
jected a rate of inflation similar to that of last year at about the 10 percent 
level. This assumes some levelling off of food and petroleum prices. However, 
any benefit in these areas may be offset by increased wages and by bottle- 
necks in the construction industry if the investment boom begins to materialize. 


As for money supply, the Australian Treasurer has stated the Government's 

aim in 1980-81 will be to secure a smaller growth of monetary aggregates 

than in 1979-80. On present economic assessments, according to the Treasurer, 
an outcome for M3 of about 9 to 11 percent over the year to June 1981 would 
be consistent with the requirements of the Government's economic policy and 
would in particular exert appropriate downward pressure on inflation. 


Labor Market 


Australia's unemployment rate at the end of June 1980 stood at 6.1 percent, 
marginally higher than the 6.0 unemployment rate of a year earlier. This 

slight increase in the rate of unemployment carried through the August 1980 
figures which stood at 5.9 percent compared with 5.8 percent in August 1979. 


Despite the slight rise in the unemployment rate, average total unemployment 
increased by 144,000 or 2.4 percent in 1979-80, a faster growth rate than in 
any year since 1973-74. For 1979-80 as a whole the labor force participation 
rate increased slightly reversing a declining trend which was in evidence 
since 1976. Thus, while the working age population grew by 1.8 percent, the 
labor force grew by 2.1 percent. This probably reflects improved perception 
about employment prospects. 


These improved perceptions do not necessarily coincide with the employment 
outlook. If growth in non-farm GDP continues at its present rate, this could 
sustain an increase in employment sufficient only to keep pace with the expected 
growth in the labor force. As a result, little reduction in the level of 
unemployment can be expected over the coming year. However, there is a 

shortage of skilled workers, and the shortage is likely to become more pro- 
nounced as resource development projects are implemented. 


Agriculture 


The agricultural boom which Australia experienced over the past two years 

may be dimmed this year due to severe drought conditions through much of the 
continent. The estimated wheat harvest is now expected to fall from 16.1 
million metric tons in 1979-80 to 10.9 million tons this crop year as a result 
of the prevailing drought. Therefore, Australia's wheat exports over the coming 
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year will be severely cut. The dry conditions are also having a very adverse 
impact on cattle and sheep production. The gross value of rural output is 
forecast to grow by about five percent in 1980-81 with higher meat, sugar 

and milk prices more than offsetting the drought-related production declines, 
However, after allowing for inflation and an anticipated 10 percent rise in 
farm costs during the year, the real net value of rural production is expected 
to fall by around 12 percent. The fall in rural output will be even greater 
if the drought continues. 


Minerals 


It is Australia's minerals sector that is responsible for the wave of optimism. 
Although it employs only about one percent of the labor force, mining and 
related operations including smelting and refining produces about eight percent 
of Australia's gross domestic product. It also accounts for nearly 40 percent 
of Australia's export value, almost equal to the agricultural sector as the 
nation's leading foreign exchange earner. 


For the coming decade, the mineral sector is expected to underpin the growth 

of all other sectors of the economy. Investments in mining, refining, smelting 
and synthetic fuels may exceed some $30 billion. However, there are bottle- 
necks in infrastructure and skilled labor to be overcome, and the favorable 
investment climate must be maintained before Australia's resource development 
can be realized. 


Trade and Balance of Payments 


There was strong growth of 32.4 percent in exports during 1979-80. The value 
of rural exports was up 40 percent as wheat exports reached a record 15.2 
million metric tons. Although prices for wheat, meat and wool eased toward 
the end of the financial year, sugar prices rose strongly to take up much of 
the slack. Non-rural exports rose by 25 percent, with non-ferrous metals 

and manufactured goods leading the way. 


Imports grew by 17.2 percent in value, but this was entirely the result of 
price increases, particularly for oil. For the year as a whole, the volume 
of imports was lower than in 1978-79. Capital goods imports were influenced 
by bunching which took place in the latter part of 1978-79 prior to phasing 
down of the investment allowance. 


The very favorable trade balance cut’ deeply into the traditional current 
account deficit for 1979-80. The current account deficit for 1979-80 repre- 
sented only one percent of GDP, the lowest such ratio since 1972-73. 


During 1980-81 the Australian Treasury projects a slowing in the growth rate 
of exports due to domestic supply constraints and the slowdown in the world 
economy. At the same time there will be strong demands for imports, partic- 
ularly for capital equipment. As a result, the current account deficit will 
increase, but this is expected to be offset by stronger private capital inflow. 





During the past year the value of the Australian dollar, based on a trade- 
weighted basket of currencies,tended to rise against the U.S. dollar and 
decline against other major currencies except the yen. Adjustments to the 
trade-weighted index, however, caused the Australian dollar to broadly follow 
the trend of the U.S. dollar through most of the year. In the latter months 
this practice was discontinued, and the Australian dollar rose against the 
U.S. dollar. It finished the year stronger in relation to the U.S. dollar 
and the yen, but weaker in relation to other major currencies. 


Outlook 


The Australian Government budget document predicts real non-farm output to 
grow by 3.5 percent in 1980-81. Because of a projected decline in farm 
product, gross domestic product is forecast to rise by about three percent. 
The main source of growth is expected to come from domestic demand, in 
contrast with last year when the major stimulus came from the export sector. 


The budget document also anticipated a rise of nearly three percent in 
consumer spending. This is based on projections for stronger growth in real 
household disposable income, and continued strengthening in employment. 


Real growth in dwelling investment may slow somewhat during this financial 
year, but the Treasury anticipates real growth in business fixed investment 
to attain something on the order of 10 percent. A major part of the growth 
will relate to new export-oriented projects associated with natural resource 
development. However, bottlenecks such as those already noted for the 
minerals sector may make this forecast optimistic. 


In the longer run, the decade of the 1980's in Australia is being touted as 

one for investment on an unprecedented scale. As an indicator of the invest- 

ment climate, the Australian Department of Industry and Commerce issued a 

list of major projects which had either been embarked upon or were being 
contemplated by mining and manufacturing industries. In aggregate, the capital 
requirements for these projects, if they all went ahead, would be more than 
$55 billion. For those projects which are either going ahead or are virtually 
certain to be developed the estimated capital requirements are nearly $35 

billion. This list must be subject to constant revision, but it serves as 

a starting point to judge the likelihood of the bulk of the proposed investment 
actually being undertaken. ; 


IMPLICATIONS FOR THE UNITED STATES 


Investment 


The projects and plans noted above will require massive funding from abroad. 

A good deal of this funding is expected to come from the United States. At 
present U. S. firms are participating in many major mining and mineral projects 
in Australia including alumina refining and aluminum smelting. The 





extractive and energy intensive are most prominent on the Government's list 
of major investment projects, and these industries will likely offer the 
greatest attraction for U.S. investors. However, considerable funds will 
also be required to finance associated infrastructure, increase electricity 
generating capacity, and to meet the needs of the expanding service 
industries and the restructuring of the manufacturing sector. 


The enormity of the capital and technical input which will be necessary 

to meet the envisioned Australian development plans would seem to assure 

a constructive role for American investment throughout the decade ahead. 

The Australian Government openly welcomes new foreign investment, and it has 
made special efforts to attract American capital. In addition, the nation's 
stable political system and respect for contractual obligation combine to 
provide further incentive for investment. 


Trade 


In terms of Australian dollars, the value of U.S. exports to Australia 
showed a marginal decline in 1979-80, and the U.S. share of the Australian 
import market fell from 23.5 percent in 1978-79 to 22 percent in the past 
financial year. Nevertheless, the U.S. continued to enjoy a favorable trade 
balance with Australia, and given the expected increase in imports over the 
coming year, the value of U.S. sales to Australia should show a very consi- 
derable expansion. As a large share of the anticipated Australian import 


growth will be in the field of capital equipment where the U. S. is most 
competitive, the U.S. share of Australian imports should also climb. 


The anticipated resources boom will require construction of roads, port 
facilities and other supporting infrastructure as well as the clearing of 
overburden in the many and varied mining operations. This will open new 
and attractive opportunities in Australia for U.S. suppliers of equipment 
and technology for mining, earth moving and construction. 


While sales of mining and heavy construction equipment are obvious benefi- 
ciaries of the anticipated resources boom,there are many other capital items 
that have excellent potential in the present Australian economic atmosphere. 
For example, the growth of the Australian market for computers is expected 
to continue throughout the coming year. Despite growing competition from 
Japan, American suppliers still dominate this market. Other items with high 
export potential for Australia include business equipment and systems, metal 
working equipment, industrial instrumentation, power generation and distri- 
bution equipment, health care items, security and safety equipment, agri- 
cultural machinery and telecommunications equipment and systems. 


On the whole, the Australian market offers a wide range of opportunity for 


sales of U.S. goods and services in almost all fields. The expected 
resources boom can only add to more traditional sales opportunities. 
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